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Local Line Count Expected to be.af Top End of Guidance
Revenue Expected to be Within Guidance

Shareholders’ Equity Expected to be Between $20 and $25
Million

RESTON, Va:--(BUSINESS ,WIRE)--January“ 13, 2003--

Talk America (NASDAQ: TALK), an integrated communications

Investor,iasinns

provider, said taday that, based on preliminary financial
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results, it expects fourth quarter EBITDA to be in the range of

$16 --$18 million (excluding the benefit of certain positive one-

time events), exceeding prior guidance of $14 - $16 million. In
addition, the Company expects billed lecal lines to be at the top

end of its prior guidance of 315,000 - 330,000 lines, bundled
revenues to be within the prior guidance of $48 - $53 million

and long distance revenues to be within the prior guidance of -
$27 - $32 million.

The Company expects to record a non-cash deferred income
tax benefit in the fourth quarter 2002 in connection with the
reversal of a deferred tax valuation allowance of approximately
$20 million. As a result of this benefit, together with the gain
resulting from the previously announced restructuring of the
8% Convertible Notes and income from operations, the
Company expects to have positive net worth of between $20
and $25 million as of December 31, 2002. In addition, the

EXHIBIT

1.5

ecure talk comiweh ©

Company's cash balance at December 31, 2002 was
approximately $33 million.

The Company is scheduled to announce fourth quarter 2002
operating results after the market closes on Tuesday, February
4, 2003. Talk Amerlca Senior Management will host a
conference call to discuss the quarter at 5:00 p.m. ET on
Tuesday, February 4, 2003. The call can be accessed by dialing
the following: US 800-621-5340, International 212-748-2718.
A replay of the call will be available through 7:00 p.m. ET on
February 11, 2003 by dialing the following: US 800-633-8284,
International 402-977-9140. The reservation number for the
replay is 21107626.

- Additionally, a live web simulcast of the conference call will be

curnseratkimressroom ! 13 A2 kem 1222003
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available online at www.taik.com and www.streetavents.com.

About Talk America .

Talk America is an integrated communications provider
markating a bundle of focal and long distance services to
residential’and small business customers utilizing its
proprietary "real-time" online billing and customer service ~ —
platform. Talk America has added local service to its offerings,
after ten years as a long distance provider. The Company
delivers value in the form of savings, simplicity and quality
service to its customers based on the efficiency of its low-cost,
nationwide network and the effectiveness of its systems that
interface electronically with the Bell Qperating Companies. For

_ further information, visit the Company online at:

www.talk.com.

Please Note: Certain of the statements contained herein may
be considered forward-looking statements within the meaning
of Section 27A of the Securities Act of 1933 and Section 21E of
the Securities Exchange Act of 1934. Such statements are
identified by the use of forward-locking words or phrases, - -
" "expects,”
"expected,” "anticipates," "anticipated," and "targets". These
forward-looking statements are based on the Company's
current expectations. Although the Company believes that the
expectations reflected in such forward-looking statements are
reasonable, there can be no assurance that such expectations
will prove to have been correct. Forward-looking statements
inveolve risks and uncertainties and the Company's actual
results could differ materially from the Company's
expectations. In addition to those factors discussed in the
foregoing, important factors that could cause such actual
results to differ materially include, among others, increased
price competition for long distance and local services, failure of
the marketing of the bundle of local and iong distance services
and long distance services under its direct marketing channels
and its agreements with its various marketing partners, failure
to manage the nonpayment of the Company's bills to its
customers for bundied and long distance services, attrition in
the number of end users, failure or difficulties in managing the
Company's operations, including attracting and retaining
qualified personnel, failure of the Company to be able to
expand its active offering of local bundled services in a greater
number of states, failure to provide timely and accurate billing
information to customers, failure of the Company to manage its
collection management systems and credit controls for
customers, interruption in the Company's network and . -
information systems, failure of the Company to provide - '
adequate customer service, and changes in government policy,
regulation and enforcement and adverse judicial interpretations

and rulings relating to regulations and enforcement.

For a discussion of such risks and uncertainties, which could 7
cause actual results to differ from those contained in' the
forward-looking statements, see the discussions contained in

1/22/2003
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its Annual Report on Form 10-K for'the year-ended December
. 31, 2001, as amenced by its Form 10-K/A filed April 12, 2002
- “-and Form 10-Q for the quarter ended Septamber 30, 2002 and
any subsequent filings. The Company undertakes nc obligation
to update its forward-locoking statements.

Contact: _
Taik America v
_ David G. Zahka - o ' ~_
- -~ Chief Financial Officer
' 215-862-6849 (t) .
, dzahka@talk.com ‘ '
- - wwW.ta[k.com , .

TALK.com Holding Corp is changing its name to Talk America, Inc. Therefore, in certain jurisdictions service is provided by Talk.com Holding -
. Comp.™ B -

All trademarks, service marks, copyrights and other matenials on this site are owned by Talk America, Inc. and, uniess otherwise indica‘ted, may
not be used, reproduced or distributed in any manner without Talk America. Inc.'s express written consent.

Service in Alabama, Mississippi, Georgia, Tennessee and certain other jurisdictions is provided by TALK.com Holding Corp. and Access Cne
’ . Communications, Corp.
(USF) fee increases to 11.5%. This increase is-consistent with the industry standard set

On Fetruary 1st, 2002, the FCC Universai Service Fund
. . - by AT&T. :

Privacy Palicy.

1/22/2003
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FCRM 10-73
(MARX CNZ; =
(%] QUARTERLY REPCRT JURSUANT TC SECTICN L3 OR  13(3) OF THZ
SECURITZIZES ZXCHANGE ACT OF 1334
FCR THE QUARTIRLY PERIOCD ZNDED SZPTIMBER 30, 2002
CR N
1 TRANSACTICN REPCRT PURSUANT TC SECTICN 13 QR 13(D) OF
_ _ THE SECURITIZIS =ZXCHANGZ ACT CF 1334 -
h FOR THE TRANSITION 2ERICO FRCM ™
’ CCMMISSICN FILE NﬁMBER 0 - 26728
; TALX AMERICA HOLDINGS, INC.
(EZxact name of registrant as specified in its charter)
DELAWARE - 23-2827736 ~
(State of izcorporation) (I.R.S. EZmplover Identification No.)
12020 SUNRISE VALLZY DRIVE, SUITE 250, RESTCN, VIRGINIA - 20191
(Address of principal execuktive offices) - (Zip Code) -
{703) 391-750Q

(Registrant's telephone number, including area code)

eports required to be

is (or for

Indicate by check mark whether the registrant (1) has filed T
ding 12 months

a
or -15(d). of the Securities Zxchange Act of 1934 during the pre
that the regiscrant was reqguirsd to file such reports), and (2
for the past 30 days.

il
ce
\
)

Yes X No

Indicate the number of sharass outstanding of each of the issuer's classes
of common stock, as of the latest practicable date. - R
27,256,188 shares of Common Stock, gar value of $0.01 per share, wersa

issued and 2Q02.

outstanding as of

Novemper 1,

filed by Section 13
such shortexr period

nas veen subject to such filing requirements
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Tz L. CCNSCLIZATID FINANCIAL STATEMENTS
TALX AMERIZA HOLIINGS, INC. AND 3UBSIDIARIZ -
CONSCLIDATZD 3TATEIMENTS CF CPERATTONS
- {IN THCUSANLS. CZ3T FOR 2ER 3HARE ZATA!
B {UNAUCITED) o -
- - FCR THE THREE MONTHS FCR THE NI MONTHS
- INCED SEPTEMBER 30, INDED 3SEPTEMBER 10,
2002 -~ 2001 2002 ) 2001
3alas - - S 79,133 3 126,338 $ 236,251 $ 390,380
Josts and expenses: B
Necwork and line coscs 317,792 38,573 115,583 136,397
General and adminiscrative axpenses - 11,353 Q9,337 33, L68 54,2438
rovision for doubtiul accouncs © 2,130 28,388 3,998 79,417
Sales and marketing expensas 5,329 12,123 19,837 58,581
Oepreciacion and amortizacion 4,511 10,138 13,483 T29,250
Impairment and restructuring charges -— 171,174 -- 171,174
Tocal costs and axpeases 33,330 301,739 137,347 339,587
- Cperating income (loss) 15,733 (175,404) 38,306 - (209,027}
Qther income (expense):
Incerest income 299 - 287 . 4827 1,088
- Ioterest axpense (2,3588) {1,518} (6,941) {4, 544)
Other, net _ (106) (2,801) (922) {2,381}
lacome (loss) befors provision for iancome taxes 13,378 30,928 (215, 184)
?rovision for income taxes -— - -~
Income (loss) before axtraordinary gain and cumulacive - .
affact of an accounting change 13,378 (179.188) 30,928 (215, 154)
ZIxtracrdinary gain Irom extinguishmencs of debc - 16,367 -= 15,3867
Cumulacive 2ffsct of an accounting change - -- - (36.337)
Net income (loss) $ 13,378 s {182,299 s 10.925 $  {235,134)
azmumsansa amamassaxas zaszmzamas ST RS-
Iacome {loss) per share - Basic:

Inccme (loss) pefore extracrdinary gain aand’
cumulative affect of an accouncing change

- Zxtrazordinary gain per share
Cumulaciva 2£fect of an accountin

per share
change per shara

Net income (loss) per share

Weighted average commecn shares cutstanding

Income (loss) per share - Diluted:
Income (loss) pefore extraordinary gain and
cumulative esffect of an accounting change per share
xsraordinary gain per shars -
umulative 2£8fect of an accounting change per share

g

[9]

ec income (loss) per share

“

Weightad average commen and common equivalant
shares outstanding -

consolidated

3

See accompaanying noces to

3 Q.43 K (6.82) 3 1.14 S - (8.22)
—~-- 0.54 - T .54

-- - -- (1.42)

s 0.39 3 (6.18) 3 1.14 3 (3.39)

asamvsma==z zzmmama=zan rxamammmax Asmmmamsmas
27,243 26,247 27,217 28, 185

Tmwamamzzam szaswszmmas axmmamsmw=

3 0.45 3 (8 ) 3 1.09
- 0.5 -
3 Q.45 3 (5.18) 3 1.29

29,517
AmAmammmaR

financial scacsments.

28,301

Amwmasmzan rmAm e

EE PR e

] (8.22)
0.54
{1.41)
s (8.99)

28, 136

e LT




AMERICA  HCLOINGS, :EiC. AND
CCNSCLIZATID 3ALANCI 3HEE
[IN THCUSANDS, ZXCIZPT 7OR 3HARE AND 2

TALK

T3
SR 3HARE o

AS5eT3
Jurranc assets:
Cash and cash equivalsncs
Accounts receivable, trade {net of allowance for uncollagzible accsuncs
3L 311,955 and $46,404 ac September 30, 2002 and December 31,
2001, respectively) -
Preapaid axpenses and cother current assecs B

Toral currenc assecs
Property and agquipment, aec

Soodwill )
Iatangibles,
Otner agsacs

aet

LIABTLITIZS AND STOCKHCLDERS' EZQUITY (DEFICIT)

SUBSIDIARIZS

TA)

JECIMBER 11,
2001

“u
©
(3]

$ 170,280

$ 183,221

EE L Ly

Currenc liabilicies:
Accouncs payable - 3 29,767 S 43,098
Sales, "use and excise taxes 10,478 3,339
Deferred revenue - R 5,480 10,193
Current portion of long-cerm debt 15,257 10,344
4.35% Convercible subordinatad notes due 2002 - 3,910
Accrued compensation 5,35 1,108
Cther current liabilicies 6,559 10,081
Tocal current liabilicies 73,889 37,273
Long-caxrm debt:
Senior credic facilicy - 12,500
3% Convertible aotes due 2011 !includes future accrued interes:z af -
529,824 and $30,982 at Sepcember 30, 2002 and December 31, 2001, -
respectively) - 53,102 31,7sS
12% Senior subordinated nocas due 2007 71,681 -
3% Convertible senior subordinated actes due 2007 (includes fuczure
accrued intarest of 31,281 ac September 30, 2002) 4,103 -
4.5% Convertible subordinaced zotes due 2002 _ - 37,934
3% Coavertible subordinatad noces due 2004 §70 18,093
Cther long-term debe 42 a8
Total long-term debc 139,598 132,370
Commizmencs and contingencies B
Stockholders' equity (deficiz
Preferraed scock -~ $.01 par value, 5,000,000 shares auchorized: no sharss
outstanding _ . N - -
Commor: scock - $.01 par value, 100,000,000 sharas authorized;
27,284,911 and 27,150,907 shares issued and outstanding ac
September 30, 2002 and December 31, 2001, respectively 273 ) 27
Addizional paid-in capizal 351,458 351,169
Actumulaced deficic {134,938) (425,363}
Total stockholders' squicy (deficic) {43,207 ~— (74,422)
- s 170,280 3 185,221
- ELEEEEE FELEEEE S EEELEL L L EETET 13
See accompanying aotes to consgolidaced financial scatements.




TALK AMZRICA HCLIING3, INC.- AND 3UBSIZIARIZS
CONSCLIDATZID 3TATIMENTS 2F CASH FLCOWS
fIM THCUSANDS)
{JNAUDITED)
- - NINE MCNTHS--ZNDED
3

Casii_flows Zrom operating activitlies: i
_ Nec income {(loss) _ . : S~. 30,9253 $. (235, 134)
Reccnciliation of net kaccme (less) to net cash provided by
{used in) operating activities: _ N

?rovision for doubtful accounts ] 3,998 79,437
Cepraciation and amortization - - - 13,483 29,250
Impairment and restructuring charges  _ - ) - 171,174
Cumulacive effect of an acgounting change £or contingent rademptions - C 36,937 .
Ixtracrdinary gain frem restructuring of contingent redemptions - - - (16,867)
Unrealized loss on incrsase in fair value of contingeant radempticns -— . 2,372
Gain on lagal settlemenc (1,581} -Z
Loss on sale and retirement of assets 208 115
Qther non-cash charges . 1,091 77
Changes in assets and liabilities: - -

Accounts receivaple, ctrade N - (8,979) (68,200}

- . Prepaid expenses and cother current assets . - 393 _ (61) - -
other assets } B 1,822 523 -
Accounts payable i - (13,333) (7,649)
Defarred revenue ) (3, 713) (4,877)
Sales, use and axcise taxes B 2,133 - 689
Cther liabilicies 1,008 4,198

Net cash provided by (used in) operating activities 35,138 (8,112)

Cash flows from investing activities: - R

Capital expenditures (3,011 (2,784)
Capitalized scftware development costs (1,753} (656)
Acquisition of intangibles ) (30Q) (1s54)
Net cash used ian investing activitiess i (4,314) (3,594) -
i Cash flows from financing activities:
Payments of borrowings (4,170) - (1,347)
Payments of convertible debt - (8,279) - -
pPayments of capital l2ase obligations (1,022) --
Payments in connection with restructuring contingent redemptions - (3,525)
Exercise of stock options 96 -
Net cash used in financing activities (11,373) (4,872)
Net increase (decrease) in cash and cash equivalents . 13,967 (16,578)
Cash and cash eguivalents, beginning of pericd 22,100 40,804
Cash and cash equivalents, 2nd of period $ 41,067 $ 24,025
: - TTJFTIBRIMIIN=R IS ITISTITI

See accompanyin notes to consoliidated <financial statements.




NCTZ ACCCUNTING PCLICIZES _
-
323727 PRESENTATIO ) - - '
The consciidatsd financial statementcs include the accsuncs of Talk America Holdings, Inc. and ins wholly
owned supsidiariss, grim v Tal: z aczively, the "Company"), and nave. been grapared as if
the encitciass nad operate  3incz cheir resvecctive dates of ;ncor:oiacion ALl
-lntercsompany ocalances and t*a;sacu‘urs atad )
The consolidatad financial scataments and rslacad zctes thersto as of .

Septamper 30, 2002 and for the thrse and nine mcnths anded Septemper 30, 2002
and Septamper 30, 2001 are presencad as unaudizad Dput in the opianicn of .

- “management inciude all adjustments necsssary to prasent fairly the iaformation.
ser forth  cherein. The consclidated balance sheet information for December 31,

- 2001 was derived from the auditad Zinancial 3tacaments incliuded in the Company's
Form 10-&,. as amended - by its Form 10-X/3 Ziled April 12, 2002. These intarim - )
financial statements should Dbe r=zad in conjunction with the Company's Annual ) B
Report on Form L0-X for the vear ended December 31, 2001, as amended by its Form
10-K/A £iled April 12, 2002. The iatarim rasults are 2ct necessarily indicative
- of <the .ressulcs_ <£for any future periods. Certain prior year amounts have been .

raclassified to conform to the currenc  year's gprasentation.
Zffactive October 15, 2002, the Company's stockholders approved a cne-for-thrse reverse stock split of th
Company's common stock, decreasing che number of common shares authorized f£rom 300 million te 100 million.
The reverse scock split has been :e:;ected retroactively in the accompanyiag financial statcements and notes
for all periods presented and all applicable referances as to the number Of common shares and per shars
informaticn, stock coption data and market prices have been restated to rsflect this reverse stock split. Ia
addizion, stockholders' equity (deficit) has been restacad retroactively for all periods presented for the

par value of the aumber of shares chat were 2liminated as a fesult of the reverse stock split.

(3} RISKS AND UNCERTAINTIZS

risks ba
resu

rs that could affect futurs
‘om nistorical rasults

and uncertaincies.

s to wvary materia

Future results of
operating .results
include, but are

operations involve a number of
and cash f£lows and cause actual

not limitad to:

The Company's business stratagy with raspect to bundled local
distance - services -may . not succeed
Failure to manage, or difficulties
and coperations cluding attracting
and expanding iato new markets with
gToss margins
Dependence on the
telaphone companies'
2lament platform
Increased pric compecition
overall competition within
Failure or interruption

and long
in managinzg, the Company's growth
and retaining qualified personnel
compecitive pricing and favorable

in

availabilicy
Necworks as

and functionality of incumbent local
they reslats to the unbundled network
in
the
in the

local and long distance services and
telecommunications industry
Company's necwork and technology and

information
Changes

in government

systems
policy,

r
n

and enforcement

e

and/or

adverse judicial interpretations and rulings ated to regulation and
snfiorcement

Faillure of the marketing of the bundle of the Company's local and long
distance services under ag ments with its direct marketing w.annels
and its various marketing partners and failure to successiully add
marketiz partners
Inapility to adapt

e

rae

to tecanological change
Inapility to manage customer attrition or Gturnover
axpense and to lower customer acguisition costs
Adverse change in the Company's relacionship with its venders or other
third party carriers
Failura or banpkzupccey of
‘Company relies upon for
Abikicy to- realize the
carryforwards on future

and bad debt

qrher tzlecocmmunications companiss wheom the
services and ravenues
full enefit of the net
taxable income generated by

operating loss
the Company-

ct

nave a material 2£fs
ults of operations.

=k

these areas <ou agf on e

condition and

Negative
Company's

developments in
financial

id

Dusiness, 2s




2, . NIW  ACCCUNTING  2RCNCUNCEIMENTS

. fagzive January 1, 2002, thie <CJcmpany adocced Stacamenc of Financial
- ing S3Standard Ne. 142, "”ccdw:;L and Crher Intangibls Assens, " which B
ishes the impalrment aporcach ather zthan amcriization £or gocdwill.
tive January L1, 2002, :1e Compah_ €as 0o longer requiraed co recoxrd
amorzizacion =axpense on goodwill, Dbut insc2ad 15 raguirad o svaluacs these
assacs Zor pctantial impairment at. lz2ast annually and will zest r impalrment
secween annual tasts 1f an  event SCCUrs or cilrcumstances c1arge :hat would
indicate the carryll¢ amount may pe impairad., An impairmént less would genmerally B
oe r2cognized when the carrying amounc of che repertiang unics! ne: assats -
axczeds the estimated £air wvalue of the rsporting uni:z. A . -

In order =o completa the transitional assessment of gocdwill as required py SFAS 142, the Company was
reguirad to determine Dy Junme 30, 2002, the fair value of :he reporting unit asscciated with che goodwill
and cempars it £o the reporting unit's carrying amount, iacluding gocdwill. To the extent a rsporting unic's
- carrying amount exceeded lcs fair value, an. indication wouid have existad that the reporting unit's goodwill
agsets_may pe Lmpaired and the Company must periform ché second scep of the cransitional impairment test. In
the second step, the Company must compare e implied fair value of the reporting unit's goodwill,
detarmined by allocating the reporting unit's Zair value o all of its assets and liabilities in a manner
similar to a-purchase price allocation in accordance with SFAS 141, "Susiness Combinaticns," to ics carrying
amount, both .of which would be measured as of the dats of adeption. This second stap is required to ke
cemplataed as scon as possibls, but no later than the =nd of 2002. Any transitional impairment charge will be
recognized as the cumulative =r:=c: of a change iz accounting principle in the Company's consclidaced
statsment of operaticns. The Company complizated the transitional assessment of goodwill and determined that
the fair value of che reporting unit exceeds izs carrying amount, thus goodwill is not considered impaired.
Since the fair value of the reporting unit exceseded the carrying amount under che transitional assessment,
the Company does mot need to perform the second stsp of the tramsitional impairment test. The Company
determined that it has one reporting unit under’ the guidance of SFAS 142. The fair value was detaermined
primarily using a discounted cash flow approach and queotad market price of the Company's stock. The amount
of goodwill reflscted in the balance sheet as of September 305 2002 was $19.5 million. The required
impairmenc tests of goodwill may resulc in futurs period write-downs. - N

The following unaudited pro forma summary presents the adeotion of SFAS 142 as of the begizning of the
periods presented to eliminate the amortization axpense re=cognized in those pericds related to goodwill that
are no longer required to be amortized. The pro forma amounts Zor the three and nine months ended September
30, 2001 do not include any write-downs of goodwill that could have resulted had the Company adoptsd SFAS
142 as of the beginning of the periods presented and performed the required impairment test under this
standard. o

" - FOR THE THREEZ MCNTHS ENDED FOR THE NINE MONTHS -ENDED
SEPTEMBER 30, SEPTEMBER 30, )
2002 _ 2001 2002 } 2001
Net income (loss) as reported $ 13,378 5(182,299) $ 30,925 $(235,134)
Goodwill amortization - 5,502 -- . 15,955
Adjusted net income (loss)-" $ 13,378 5{1356,797) 3 30,928 $(219,179)

3asic income (loss) per share: -

Net income (loss) as reportad per share $ 0.49 3 (5.18)
Geoodwill amortizacicn ger share - 0.21
Adjustad net income (loss) per share S 0.49 H (5.37) (8.3
EEFEELE L EE T T EEE T E T T zmzzmm=smssomes sz=s==z=a==
Diluced income (loss) per share: ) - . o - ]
Net income (loss) as reported per share 5 Q.45 S (6.18) $ 1.33 $ (8.99
Goodwill amortization per share -- Q.21 . -- Q.51
adjusted net income (loss) per share _ s 0.4s s (5.97) s  1.09 $ (3.38)
- ==========-




< custicmer iniza LilZ2 and ars 2eing

s The Zsmrany icn axvense =n ‘.:anc;::e
assecs wiin a 4 o} 52,1 milliscn 1L1e mMCRLias ended-Seécamne:
33, 2923, and 3 io & 33 s =ne =arss and 3eptember 30, 2301, ™n
Comparny's 2alance of intangizla a 2 2 Zef: z Seprtamper 30, 2002, ner of
accumulacad amorzizacion of 33.3 mi criiza er3 wit a definize Lifa ‘or
cne zext 3 vears as of Sepcamcer 30, 15 as Isllows: $2.3 milllon, 2945 - 32.4
millicn and 2008 - 50.1 miliionm.

In August 2001, che Fizmancial Accouncing 3tandards _3card ilssued Stata2ment of Financial Accounting Standards
No. 143, "Accounting £or Obligati ons Asscciacad wich the Rwecirsment ofFf L ng-Lived Assets." 3FAS 143
es:asl;snes accounting standaTfds Zor i ra2cognition and measurement of an asset ra2tirement obligaticn and
1135 associatcad assec ratirsment cost. also provides accountiag guidance for legal obligaticns associatad
ita the retirsment of tangibls long-lived assets. 3FAS 143 is effective in fiscal vears deginning afcar
June 13, 2002, with =2arly adovtion permittad. The Compa“y sxpects that the provisions of SFAS 143 will noc
nave a matarial eifect on its consolidated razsults ci operaticns or financial position upcn adoption.

£fsctive January 1, 2002, the Company adoptad Statament of Fizancial Acdounting Standards No. la4,
"Accouncing for the Impairment or Disposal of Long-Lived Assecs." SFAS 144 ascablishes a single accountin
model- for the impairment or disposal of long-lived assers, iacl Ld-“g discontinued operations. SFAS 144
superseded Statement of Financial Accouncing Standards No. 121, "Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to 3e Disposed Of," and APB Opinion No. 30, "Reporting the Results of
Cperacions - Reportiang the Zffscts of Disposal of a Segment of a 3usiness, and Ixtraordinaxry, Unusual and
Infraguentcly .Cccurring £ventcs and Transactions." Adcpticn of SFAS 144 has had no impact on the Company’
consolidaced resulcs of operations or financial position.

Zffecuive January 1, 2002, the Company alsc adopted Zmerging Issues Task Force (EITF) 01-09, "Accounting for
Consideration Given by a Vendor to a Customer or a Reseller of the Vendor's Products." This issue presumes

that consideration from a wendor to a custcmer or reseller of the wvendor's products is a raduction of the
selling prices of the vender's products and, therefore, should be chdractarized as a raduction of revenue
when recognized in the vendor's statament of operations and could lead to negative revenue under certain
circumscances. Revenue raduction is required unless the consideration relates to a separate, identifiable
berefiz and the benefit's fair value can be sstablished. The adoption of this issue resulted ia a
raclassification of approximatzsly 3$7.3 million from sales and marketing expenses to a reduction of net sales
for the nine months ended Septamber 30, 2001 at:tributad to direct marketing promotion check campaigns. The
adoption of EITF 01-0% did not nave a material effsct on the Company's consclidated Zinancial statsments for
the three months ended Septamber 30, 2001 and the thrze and nine montias 2nded September 30, 2002, as che

Company did nct have any direct marketing promocion check campaigns during these periods.

In May 2002, the Financial Accounti ng Standards 3card issued Statsment of Financial Accounting Standards No.
145, "Rescission of FASB Statements No. 4, 44, and &4, Amendmenc of FASB Statements No. 13, and Technical
Corrections as of April 2002." SFAS 145 eliminates the reguirament to report gains and losses from
extinguishment of debt as axthaord-nary items. Gains and losses from extinguishment of debt will now be
classified as extraordinary items only i1f they meet the criteria of APS Opinion No. 30. Generally, SFAS 145
is effesctive in fiscal years seginning after May 15, 2002, with early adoption encouraged. The Company will
adopc S?AS 145 effective January 1, 2003. The adoption of SFAS 145 will result in a reclassification from
axtraordinary gains (losses) from the extinguishment of debt to other income (expense) .

In July 2002, the Financial Accounting Standards 3card issued Stactement of Financial Accounting Standards
No. 143, "Accounting for Costs Associlated with Exif or Disposal Activicies." SFAS 145 requires that a
Liability for a cost that is associated with an exit or disposal activity be recognized when the liability
is incurred. SFAS 145 also establishes that fair value is the objective for the initial measurement of the
liability. SFAS 146 is affective for exit or disposal activities tchat are initiated after December 31, 2002.




ACTZ 2. ICNVERTIZLE  SUBCRDINATIC NOTZE3  AND IXCHANGE  IFTERS

Zifective April 4, 2002, cthe <Zompany  zomml anad _Ae axchange 3£ 337.3
nillicn of cz£he $81.8 million ocutstandiag rincip 2 115 4 1/2%
Converzizla Subcrdinatsd Notss ("4 1/2% Ncras") iz 2 on Septamcer L3,
2002 izto $53.2 million of new 12% Senior Subcrdinacad due Augusc 2007
(".2% Vetas") -and S$2.8 million of new 3% Converzislsa crdizatad Notas
due August 2007 ("3% Nota2s") and casa paid of 30.5 n. 2 addition, ztiae
Company axcha 7 : cutstanding principal - . ’
salance  of Sul otas") That macur: on
Cecemper 2% Notas.
The new 12% Notes accrue intarest at a rate of 12% per year on the o incipal amount, pavabls ftwo =imes a
vear on 2ach February 15 and August 15, beginning on August 15, 2002. Incsresc is payabls in cash, axcept
that the Company may, at its optionm, pay up 1o ome-taird of the inmcarest due om any iacarssc payment dats

tarcugh and including the August 15, 2004 intarsst pavment dacte in additional 12% Not2s. The new 3% Notes
accrue ilncerest at a rate of 8% per vear on the principal amount, savabls two times a vear on sach Fabruary
15 and August 15, beginning on August 15, 2002 and ars convertidle, at the option of the nolder, into commen
scock at 515.00 per sharz. The 12% and 3% Notas are redeemable at any time at the option of the Comnany at
par value plus accrued iaterest to the rademption dats, altihcugh che ACL Restructuring Agreement restricts
the Company's ability &o radeem the 12% and 3% Naces (see Note 3). Ia addicion, the Company is not requirsd
to maks mandatory redemption payments Lo repurchase the new nccas or the 3% Notas in the case of a change of
contrcl of cthe Company or to repurchase the notes con the tarmination of trading of thé Company™s common
stock on a natiomal securities exchange or astablished aucomatad over-the-counter trading market.

In accordance with SFAS No. 15, "Accounting by Debtors and Craditors for Troubled Debt Restructurings," the
exchange of the ¢ 1/2% Notes into $53.2 million of the 12% Notes and $2.3 million of .the 3% Notas is
accountad for as a troubled debt restructuring. Since the total liability of $57.4 million ($57:9 million of

orincipal as of the exchange date, lass cash payments of $0.5 million) is less than the future cash flows to.

holders of 8% Notes and 12% Notes of $91.5 million (representing the $56-8 milliom of principal and $35.5
million of future intersst expense), the lilability remaized on the balance sheet at $57.4 million as
long-term debt. The differsnce of $51.4 million between principal and the carrying amount is being Y-=co<_.',n..zed
as a reduction of interest expense over the l1ifs of the new nctes. .

NCTEZ 3. ACL AGREEMENTS . -
On Septamber 19, 2001, the Company restructured its Zinancial obligations with America Cnline, Inc. ("ACLY)
that arose under the Investment Agreement entered into on January 3, 1999 and also ended its marketin
relacionship with AQL effective September 30, 2001 (collectively the "AOL Restructuring®). In connection
with the AQOL Restructuring, the Cempany and ACL =2ntared iato a Restructuring and Nots Agreement
("Restructuring Agreement") pursuant £o which the Company issued to AOL $54.0 million principal amount of
1ts 3% securad convertible notes due September 2011 ("2011 Convertible Notces") and 1,025,209 additional
shares of the Company's common stock. -

Pursuant t£o the Restructuring Agreement, i 2xchange for and in cancellation of the Camnany s warrants to
purchase 907,328 shares of the common stock and the-Companv's related obligations under the I[nvestment
Agrzement to repurchase such warrants from ACL, the Company issued the 1,026,209 additional sharss of its
common stock Lo AOL, after which AOL holds a towal of 2,400,000 shares of common stock. The Company agresed
£o provide certain registration rights to AOL in connection with the shares of common stock issued to it by
the Company.

The Restructuring Agreement provided that the Investment Agreement, the Security Agrsement securing the
Company's obligations under the Iavestment Agreement and the exiscing Registration Rights Agreement with ACL
were terminated in theilr entirety and the parties were relsased from any further obligation under these
agrsements. In addition, AQL, as the holder of the 2011 Convertibls Nota, antcersd into an intercreditor
agreement with the lender under the Company's axisting secured credit facility, which survives the early
retirement of debt under the Company's Senior Credit Facility (see Note §).




2.1 Convertin.z NeLas ~wers rzl2ase sf i
simpursement sbligazlons uncers Ag ent. ACL, in lisu
r sayment for Ihe =2ar_y Ziscca:tl ‘ng r=latlonsnis,
Zompany SV surT £ 320.0 mill:ion T
amount of  che Zonverss =0 ACL, ctherelv -
mhe outstanding sriacisal amounc cz Ngortas o $34.2)
The 2011 Conver=ibl tes ars < ts sharss of che Ccmpany's
commen  Stock At cile race .10 per shaxe, may »e radeemed by the Company ac
any time without premium and ars supj2ct 1o mandactory rademprion at the cption -
of zhe nolder on 3Sepramber 2006 and Septamper 15, 2008. The 201. Convertibla
Notes aecrue interssc : rate of 3% ger year on the principal amount, -
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a
savarla ctwo Ltimes a year on Janua:v 1 and July 1; incerast is payable in cash,
axcept cthat the Company may =2lact o pay up o 30% (100% in the case of the
first intsrest payment) of the intarest due on anv payment date, iz kind rather i
=han in cash. The 2011 Lorvertlzla Nocas ars guarancasd by che Compdny's .
Principal operatin subsidiaries and ars secursd by a pladge of tie Company's
and zhe subsidiaries' assets. -

In addizion to the restructuring of :he financial obligations discussed above, "the Company and ACL agreed,

in a further amendment to their marksting agraemenc, dacad as of September 13, 2001, to discontinue,

effeccxve as of Septamber 30, 2001, their markering relationship under the marketing agr=emenc. In

conrection wizh this discontinuance, the Company paid AOL $6.0 million under the marketing agreement,

payapla in two installments - $2.5 million on Septemper 20, 2001 and the r=maining $3.5 million om Cctober -
4, 2001. ACL, in lieu of any other payment £or the earlv discontinuance of the markecing relationship, paid

the Company 520 million bv surrender and cancellation of $20 million principal amcunt of the 2011

Convertible Notes delivered to AQL as discussed above, therapy raducing the outstanding principal amount of

the 2011 Convertible Notes to $34 million. The amendment also a*ov*ded for the payment sy the Company_ of -
certain expenses related to marketing services uncil the discentinuance and for the continued ae*v1c1.g and
transition of telecommunications customer relaticnships after the discontinuance of markecing.

In accordance with SFAS No. 15, "Accounting by Debtors and Craditors for Troubled Debt RestructuFiags," th
AQL Rescructuring transaction was accountad for as a troubled debt restructuriag. The Company combined all
liabilities due AOL at the time of the Restructuring Agreement, irncluding the contingent redemption feature
of the warrants with a value of $34.2 million and the contingent redemption feature of the common stock with
a value of $54.0 million. The tocal liability of $38.2 million was raduced by the fair value of the -
1,026,209 incrsmental sharss provided to ACL of $1.4 million and cash paid in connection with the AQL
Restructuring of $3.5 million. Since the remaining value of $83.3 million was greater than the ZIuture Tasa
flows to AOL of $S66.4 million (representing the $34.0 million of convertible debt and $32.4 million of
future interest expense), the liability was written down to the value of the future cash flows due to ACL
and an extraordinary gain of $16.3% million was recorded in the third gquarter of 2001. As a result of this
accounting treatment, the Company will record no intersst expense asscciated with these convertible notes ia
future periods in the Ceompany's statements of cperations. -
On February 21, 2002, by letter agrsement, ACL agreed, subject to certain conditions, to waive certain

rights that i1t nad under the Restructuring Agrsement ~1:h raspect to the Company's restructuring of its
existing 4 L/2% and 5% Notes. Under the letter agre2ement, the Company also paid ACL approximately $1.2 -
million as a prepayment on the 2011 Convertible Nota, approximately $0.7 million of which was credited
against amounts the Company owed ACL under the lstter agreement for cash payments in the axchange offers.
After giving effect to the prspayment, and taking into account the interest that nad been paid on the 2011
Convertipla Notes as additional principal, thers was outscanding as of Septembexr 30, 2002, an aggragats of
$34.3 mllllon principal amount of the 2011 Convertible Notes and the Company complisd with the various
conditions of the letter agreement and did not owe ACL any additional payments relatad to the exchange

offers. : -

On January 5, 1999, the Company and ACL entered into an Iavestment Agreement. Under the terms of tne
Investment Agreement, the Company agreed to reimburse AOL for losses AOL may incur on the sale of certain
shares of the Company's common stock. In addition, AOL aise had the right to require the Company to -
repurchase warrancs held by AOL. Upon the occurrence of certain evencs, including material defaultcs by the
Company under its AOL agrsements and a "change of control” of the Company, the Company could have been
requirad to repurchase for cash all of the shares held oy AOL for.s78.3 million ($57 per share), and the
warrants for $36.3 miilion. -




- The ZTompany nad origi r2coxd
semmen 3:sck  and  wartzancs  oat $73 .3
zorresgending reduction  in addiziona i -
impiesmencation of IITF 2C-13, :tlie czniling the *ommcn

3TOCK  and warrants wersa racor
.3 mxzllion, respectively, as of June 18, in tche fair

rademption iznsiruments Zrsm Lssuance on January 3, -
S

and 332
value of  these contcilzgent

- 1399 o Jung 30, 2001 was 36.3. millicn,-. which 2as Ddeen prasentad as a
cumulative eaffsct of a -change ia agcouncing principla ia tze statsment. of
cperations. For Gthe qudrter 2 T 39, 2001, che Company racorded an

nc d Seztemce
unreallized loss of $2.4 ion om tie ilacrease i the fair value of the
contingent radempticn instrumencs., which was r2ilaccad in ccher (income) =xpense

on the statement of operaclons: As discussed apove, these contingent rademption -
insctrumen were satisfied through the Restructuring Agrsemenc anterad into with

ACL on eptamber 19, 2001. - - _

quarter of 2002, the Company paid 5140,Q000 in connection wich the favorabls settlement of
lating te an obligation with a third party that nad previously been reflsctad as a liabili:zy,
2 aon-cash gain iz the amount c£ $1.7 million. - -

Cn Novemper 12, 2001, the Cdmpany received an award of arbicrators awarding Traffix, -Inc. approximataly $6.2
million in an arbitration concerming the terminacion of a marketing agreement oetwesn the Company and i
Traffix, which the partiss agreed would be paid in two inscallments - $3.7 millien paid in Neovember 2001 and
the ramaining $2.5 million paid on April 1, 2002. The Company's obligations to Traffix have been satisfiad.

The Company also is a party to a aumber of legal actions and proceedings arising from the Company's
- provision and marketing of relecommunicatiofs services, as well as certain legal actions and regulatory
investigations and enforcement proceedings arising in the ordinary course of business. The Company belisves
that the ultimate outcome of the foregoing actions will not result in liabilitcy that would have a material
adverse effect on the Company's fipancial condition or results-of operations. However, it is possible that, -
because of fluctuaticns in the Company's cash position, the timing of developments with respect to such
matters that require cash paymencs by the Company, while such payments are not expected o be material to
- the Company's financial cendicion, could impair the Company's ability in future interim of annual periods to
continue to -implement its business plan, which could affsct its results of operations in future interim or .
annual gericds. '

- NCTZ S. SENIOR CREDIT FACILITY

Cn Oczober 4, 2002, the principal operating subsidiariss of Cecmpany retired, prier to maturity, all of the

=

debt outstanding under the _Senior Credit Facility Agreemenc between the subsidiaries and MCG Finance
Corporacien ("MCG") . Accordingly, the entire principal balance as of September 30, 2002 of 313.8 million has
been rsflected in the current sortion of long-term debt. The Senior Credit Facility Agreement was securad by
a pledge of all of the assets of the subsidiaries of the Company that weres a party to the Senior- Credit
- Facility Agrsement. In addition, the Company had guarantaed the obligations under the Senior Credit Facility
Agreement. The Senior Credit Facility Agreement subjeczed the Company and its subsidiaries to certain ,
restrictions and covenants ralated to among other things, liguidity, per-subscriber-type of ravenue,
subscriber acquisition costs and intarest coverage ratio requirements. As a result of the retirement of the
debt under the Senior Credit Facility Agreement, the pladge of assets and the restrictions and covenants
under the Senior Credit Facility Agreement wers ta2rminated and che Company will incur a cne-time, non-cash
extraordinary charge to edrniags of approximacely $1.1 million ia the fourth quarter of 2002, reflecting the
acceleration of the amortization of certain defarrad finance charges and f{=es.

The Credit Facility Agreement provided for a ta2rm loan of up to $20.0
ion maturing on June 30, 2005 and a line of credit facilicy permitting such
laries to borrow up to an addicional $30.0 million available through June
30, 2003. The availability of the line of credit facility was subject, among -
other taings, to the successiul syndicaction of that facility. No amounts were -
cutscandiag or available under che line of credit facility as of September 30,
2002. Loans under the Credit Facility Agreement borz intsrest at a rate equal
to =2ither (a)-the Prime Rate, or (b) LIBOR, plus, in esach case, the applicable . -
margin. The applicable margin was 7.0% for borrowings acc*u-“g intersst at LIBOR
and 5.0% for borrowings accruing interest at the Prime Rate. The principal of
cerm- loan - was paid in guarterly installments of Sl 25 million on the last _
r day of each fiscal gquarter commencing on September 30, 2001. .
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connection with the call center closurxe.
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NCTZT 7. PER 3HAREZ CATA

Lacome oy Ine avarage numcer of 2
nars i alculacad zv adjustiag cutscand

2asic 2arnings per commen shars
: in : ; ! e ol
cgricns, warrants and converzibls 2onds.

cive 342

chcusands: :

- - FCR THE THREE MONTHS INDED FCR THE NINE MONTHS
- SEPTEMBER 10, ) INCED SEPTEMBER 30,

Income {1o8s) befors axtracrdinary gain and

cumulacive 2££ect of an accounting change $ 13,178 .8(179,138) 3 30,328 $(215,154)
Ixtracordinary gaia - 15,367 - - - 15,867
Cumularive 2ffact of an accouncing change - -— - - {36,337
Net income (losgs) -7 3 313,379 3{.52,299 5 30.923 $(235,134) - -
[P — [PPSR —— s amaan

Avaerage sharas of common scock outstandiag R
used to computes Basic. sarnings per shaze 27,243 218,247 27,217 25,156
Addicional common sharas 3o be issued
assuming sxercise of stock options and -

warrants * 2,174 - 1,284 -
Average  shares of common and common ' - -

aquivalent stock cutscanding used to computa

diluced earniangs per shars _ - - 29,517 - 26,247 28,501 26,168

FumBMEWABNIR | ssmmmsasmam e T EE PP LR

Iacome (loss) per share - 3asic:
income (loss) before axtraordinary gaia and - _
cumulacive affacc of an accounting change

per share . 3 .43 3 (6§.32) $ 1.4 3 (3.22) . R
3xtraordinary gain pex share . - 0.54"° -~ 0.54
Cumulative =2££fece of an accounting change . )
per share . - -- - (1.41)
Net income {(loss) per share $ Q.49 3 (5.18) S L.i4 3 (8.99)
ammmzaaxsaxa PR ——— amsmzeazaEss susssssax=um
Weighted average cocmmon shares R
outstanding 27,243 25,247 27,217 26,168
- smzmmmxmammx zazzazsaxax azamamemamws  Emmmmmmamamm
Income (loss) per sharz - Diluced: -
Inceme (loss) sefors axtraordinary gain and
cumulacive _2fiact 2f an accountciig change -
per share E] Q.45 3 {5.32) $ 1.09 3 (8.22)
EZxtraordinary gaia ger share - - 0.54 -— Q.84
Cumulacive 2ffact of an accounting change : -
per share . -- -- - B (1.41)
Ner income {less) per share 3 Q.45 3 1.09 3 (3.99)
azaammazazaas awmmzazamnas smszamssazEy azsasxazssws
Weighted average common and common
.e§uivalant sharss oucstanding 29,517 - 26,247 28,301 26,1686
amaxmssmazax sammzaesnax sesasssammzss ssmsasazsasn

* The diluted shars basis for the thrse and nine months =nded September 30, 2001 excludes convertible notes,
options and warrants due to their antidilutive effact as a rasult of the Company's net loss from continuing
operations. The diluced share basis for the three and nine months a2nded Septamber 30, 2002 excludes
cenvertible notes that are convertibla into 2.5 million sharss of common stock due to their antidilutive

c
2ffect. -
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ITIM 2. MANAGEMENT'S TISCUSIICN AND AMNALUSIZ TF FINANCIAL ZCNCDITICN AND REZSULTS
SR T

) iscussion should be r=ad i zconjuncticn with the Zonsolidatad Filnancial Statements included
15 Form 10-3 and im ota C:mpazy's Arnual 2egert cn Fform L0-K, as amended by its Ferm L0-X/A
4 A 2002 and any subsequenc Iilings. Cartaiz of the stacamencs contalned hersin may 2e - -
< ide £ rd-Llockina tacsmencs. Sucn statements ars idencifiad by the use of Zorward-locking words or
chrases, including, but ot hm zad £o, "sscimates, " 'expects, "axpected, " "anticipaces,™ and . -
"ancicipated." Thesa Zcrward-1l ock¢nc statemencs ars zased on :tle Company's currsnt sexpectacions. Al:zhough
the Company beliaves that che axpectations raflsctad in such Sorward-lcoking stacaments ars raasonabls,
thers: can oe no assurance that such axpectaticns will pzove ts have deen corract.

Forward-locoking scac=men:s involve risks and uncertaintiss and the Company's actual results could diffasr _
materially from the Company's axpectations. In additicn o ciose factors disc"ssed a2lsewhers in this Form
of the Notes o the Consolidatad Financial Statements) and the Company's -

-

10-Q (see pai:icula:ly Note 1(b)

othexr Zilings with the Securitiss and Ixchange Commission, important faccors that could cause such actual

resulcs to differ materially include, among octhers, dependence on the availapility and functionalicy of
- incumpent local t=lephone companies' networks as they rslates 2o the unbundlad network element o1atForm, ' -
- ‘increasad price compeciction for long distance and local services, failurs of the marketing of the pundls of
lzcal and long distance services and long distance services under its agraements with its direct ma-&ecﬁng
- charnels- and its various marketing partzers, failure o manage the nonpayment of amounts due the Company

1
5

from its customers from sundlied and long distance services, actiricion in the number of end-users, failure or
diffjculries in managing the Company's operations, including actracting and recaining qualified personnel,
failurs of the Company to be able to expand its active offering cof local bundled services in a graater

cumber of states, failure to provide timely and acgurate billing information to customers, failure of the
Company to_manage its collection management systems and credi: controls for customers, interruption in the -
Company's network and iaformation systems, £ailure of the Compamy to provide adequate customer service and
changes in govermment policy, regulation and enforcement and/or adverse judicial interpretacions and—rulings.
relating to such ragulations and enforcement. Zxcept as otherwise required by law, the Company undertakes o
obligation to update its forward-locking statements. -

OVERVIEW - -
Talk America Holdings, Inc., through its subsidiaries (the "Ccmpany") - provides local and long distance - -
telaccmmunication services co residential and sma’l pusiness customers throughout the United Statses. The
Company has developed .integrated order processing, provisioning, billing, paymenc, collection, customer
service and information systems that e=nable che Company to offer and deliver nigh-gquality, competitively
priced talscommunication services to customers. -

eriags primarily include the bundled service offering of local
and long distance voice services, which ars pilled to customers in one combined invoice. Local phone
services include local dial zone, local call;ng olans that include frse member-to-member calling, and a -
riaty of features such as caller identification, call waiting and threse-way ﬂa_llng. Long distance phone .
services include traditional 1+ long distance, :CErnacicqal and calling cards. The Company uses the -
unbundled necwork elesment platform ("UNE-P") of the incumbent local exchange carriers ("ILECs") network to
orovide local services and the Company's nactionwide network and third party inmtsrnational call termination
to provide long distance services. The FCC is currencly undertaking its trisnnial review of local phone -
compecition, including the continued availability of certain unbundled network 2l=ments and switching (see
"Liquidity and Capital Resources, Other Matters"). The Company attracts new cuscomers through referral
rograms, direct markecing.programs, agent and direct sales, and online partners.

The Company's telacommunication services off
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The Izllcwing tabls sets Icrca for the zeriods lndicacad cers-ain financial
dacts 2f :the Company as a gzercentage oI  salas
- — MCNTHS FCR TH E MONTHS
iBER 10, . INDED MBER 390, .
2002 2001
Salses N 100.0% 100.2% 100.0% 130.0%
Cests and axpenses: )
Necwork and line costs 47.3 45 .4 43.0 47.3
General and administracive axpenses 5.1 15.2 17.0 18.4
Provision for doubtful accounts - 2.3 22.3 3.8 20.3 _
Salss and marketing sxpenses - 3.5 3.5 3.3 - 17.5 N
Oepreciacion ahd amortization 3.3 3.2 5.7 = 7.3
Impairment and restructuriag charges - 135.3 -- 43.3
Total costs and axpenses 30.1 233.3 153.5
Crerating inccme (loss) 19.9 (138.3) (53.5)
Other income (axpense):
Intarest income Q.4 2.2 ) T 0.2 - 0.37
Interest sxpense ) (3.3) (1.2) (2.97 (1
Cther, net (0.1) (2.2 —- (G.4) (0.7)
Income {loss) befors income taxes - ' 15.9 (141.3) 131 (55.1)
Provisicn for income taxes ) -- -- - -
Income (loss) before sxtraordinary gain } R
and cumulative =2ffect of an
accouncing change 15.9 (141.3) 13.1 (55.1)
Zxtracordinary gain - 13.3 - 4.3
Cumuiative affect of an accountin ~ R
change ) . -- ) - - {9.4)
Net inccme (loss) 15.9% S)% 13.1% (60.2) %
- sa=s=azz== ===z sza=== =

QUARTZR EINDED . SEPTEMBER 30, 2002 COMPARED TC QUARTER INDED SEPTIMBER 30, 2001.

Salas. Salas decreased by 37.4% to $79.1 million for the guarter =nded September 30, 2002 from $125.3
millicn for the quarter ended Septamber 30, 2001, but have lacreased 1.9% segqueatially from $77.7 million
for the gquarter =nded June 30, 2002.

The Company's long distance sales decreased o $34.5 millicn for the gquarter ended September 30, 2002 from
$8%.4 million for the guarter ended September 30, 2001, and have decreased 3.6% sequentially from $38.3
million for the quarter s2nded June 30, 2002. A significant percentage of the Company's revenues wers derived
from long distance telecommunication services provided to customers who were obtained under the ACL-
markaring agresment. The Company's decision to focus on the bundlad product and the discontinuation of the
ACL marketing r=laticmsnip effective September 30, 2001, tcgether with customer turnover, contributed to the
decline in long distance customers and revenues. This decline in long distance cuscomers and revesnues is
axpectad o continue so long as the Company continues to focus its marketing efforts cn the sundled produc:.
Long distance resvenues for the guarter ended Septemper .30, 2002 and Septamber 30, 2001 included non-cash -
amortization of deferred rsvenue of $1.9 million related to a celacommunications. service agreement antarad
into i3°1997. Deferrad revenue relating to this agreement has been amortized over a five-vear period. The
agraement and related amortization terminaced in October 2002. Long distance revenues are expected to
decline to between $27 and $32 million in the fourth gquartsr of 2002 and for the full year 2003 are expectad
to be'vetween $30 and $9%C million. i

The Company's bundled salaes fof the quarter ended September 30,
- million for the gquarter =nded Seprtember 30, 2001, put have iacx

02 were $44.5 millicon compared with $5
ease i
for the quartar ended Junme 30, 2002. The Company had approximate

2¢
as
ly 275,000 bundled lines as of
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